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317 W. Main Street DirK KEMPTHORNE, GOVERNOR
Boise, ID 83735 Roger B. Madsen, Director

TRANSMITTAL # 2

MEMORANDUM

June 20, 2002

TO: Workforce Development Council

FROM: Roger B. Madsen, Director

SUBJECT: Annua Request on the Special Administration Fund

ACTION REQUESTED: Approva of the attached request for expending amounts from the
Special Administration Fund

BACKGROUND:

Annualy the Department of Labor requests permission to expend amounts in the Special
Administration Fund for administration of Idaho's Employment Service and Unemployment
Insurance programs. This memorandum represents that request for the coming year.

Attachment 1 is an excerpt from the section of 1daho Code that mandates this request.

Attachment 2 is the request form for the coming year. This form must be signed by the Chair of
the Workforce Development Council and kept on file at the 1daho Department of Labor to
authorize expenditures from the Special Administration Fund.

Attachment 3 is the Department’s report to the Joint Finance Appropriations Committee of the
ldaho Legidature. The last two pages of this report describe how amounts from the Specid
Administration Fund have been spent since its inception in 1991. The three largest categories of
expenditures are covering federal funding reductions, automation, and facility upgrades.
Automation and facility upgrades were primarily related to building the IdahoWorks information
system and the IdahoWorks Career Centers.

Contact: Primary Joni Booth (208) 332-3570 ext 3165
Secondary  John McAllister (208) 332-3570 ext 3101
Attachments
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IDAHO CODE

72-1347A. Employment security reserve fund -- Special administration fund. (1) Thereis established in
the state treasury a special trust fund, separate and apart from all other public funds of this state, to be known
as the employment security reserve fund, hereinafter "reserve fund.” Except as provided herein, al proceeds
from the reserve tax defined in subsection (2) of this section shall be paid into the reserve fund. The moneys
in the reserve fund may be used by the director for loans to the employment security fund, section 72-1346,
Idaho Code, as security for loans from the federal unemployment insurance trust fund, and for the repayment
of any interest bearing advances, including interest, made under title XII of the social security act, 42 USC
1321 through 1324, and shall be available to the director for expenditure in accordance with the provisions of
this section. The state treasurer shall be the custodian of the reserve fund and shall invest said moneys in
accordance with law. The state treasurer shall disburse the moneys from the reserve fund in accordance with
the directions of the director.

(2) A reserve tax is imposed on all covered employers required to pay contributions pursuant to section
72-1350, Idaho Code. The reserve tax shall be due and payable at the same time and in the same manner as
contributions. If the reserve fund is less than one percent (1%) of state taxable wages in the penultimate year
as of September 30 of the preceding calendar year, the reserve tax rate for all eligible, standard-rated and
deficit employers shall be equal to the taxable wage rate then in effect less the assigned contribution rate and
training tax rate. The provisions of this chapter which apply to the payment and collection of contributions
also apply to the payment and collection of the reserve tax, including the same calculations, assessments,
method of payment, penalties, interest, costs, liens, injunctive relief, collection procedures and refund
procedures. In the administration of the provisions of this section and the collection of the reserve tax, the
director is granted all rights, authority, and prerogatives granted the director under the provisions of this
chapter. Moneys collected from an employer delinquent in paying contributions and reserve taxes shall first
be applied to pay any penalty and interest imposed pursuant to the provisions of this chapter and shall then be
applied pro rata to pay delinquent contributions to the employment security fund, section 72-1346, Idaho
Code, and delinquent reserve taxes to the reserve fund pursuant to this section. Any interest and penalties
collected pursuant to this subsection shall be paid into the state employment security administrative and
reimbursement fund, section 72-1348, Idaho Code, and any interest or penalties refunded under this
subsection shall be paid out of that same fund. Reserve taxes paid pursuant to this subsection may not be
deducted in whole or in part by any employer from the wages of individuals in its employ. All reserve taxes
collected pursuant to this subsection shall be deposited in the clearing account of the employment security
fund, section 72-1346, Idaho Code, for clearance only and shall not become part of such fund. After
clearance, the moneys shall be deposited in the reserve fund established in subsection (1) of this section. No
reserve tax shall be imposed for any calendar year if, as of September 30 of the preceding calendar year, the
balance of the reserve fund equals or exceeds one percent (1%) of the state taxable wages for the penultimate
calendar year, or exceeds forty-nine percent (49%) of the actual balance of the employment security fund,
section 72-1346, |daho Code.

(3) The interest earned from investment of the reserve fund shall be deposited in a fund established in the
state treasurer's office, to be known as the department of labor special administration fund, hereinafter
"special administration fund." The moneys in the special administration fund shall be held separate and apart
from all other public funds of this state. The state treasurer shall be the custodian of this fund and may invest
said moneys in accordance with law. Any interest earned on said moneys shall be deposited in the special
administration fund. In the absence of a specific appropriation, the moneysin the special administration
fund are perpetually appropriated to the director and may be expended with the approval of the
advisory council appointed pursuant to section 72-1336, Idaho Code, for costs related to employment
service programs and unemployment insurance programs administered under this chapter. The
director shall report annually to the joint finance-appropriations committee and the advisory council the
expenditures and disbursements made from the fund during the preceding fiscal year, and the expenditures
and disbursements and commitments made during the current fiscal year to date.

(4) Administrative costs related to the reserve fund and the special administration fund shall be paid from
federal administrative grants received under title 111 of the social security act, to the extent permitted by
federal law, and then from the special administration fund.
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IDAHO DEPARTMENT OF LABOR

Workforce Development Council
Administrative Tax Spending Request
PROGRAM YEAR 2001/FISCAL YEAR 2002
June, 2002

Beginning in 1995, the Department asked the Employment Security Advisory Council for authority to spend Ul Reserve
Fund interest earnings for specific purposes, with exact amounts to be determined later by the Department. Prior to 1995,
the Department based its request to the Advisory Council on an estimate of what was needed to accomplish specific
objectives. Uncertainty relating to federal funding levels made the pre-1995 approach impossible. Sincefederal fundingis
still unreliable and unpredictable, the Department would like to continue the 1995 practice. Asrequiredin 72-1347A(c) of
the Idaho Code, the Idaho Department of Labor requests approval from the Workforce Development Council to spend Ul
Reserve Fund interest earnings, also referred to as the Special Administration Fund, for the following purposes:

1.

FEDERAL FUNDING REDUCTIONS: To cover Federal funding reductionsin ES, Ul and related programs.
The primary goal of this strategy isto maintain the current service delivery structure of 24 local offices. These
reductions can includefailure of federal grantsto increase sufficiently to cover general inflation. For example, the
Department has experienced several instances where the legidature enacted pay increases and the federa
government did not fund them in its grants.

AUTOMATION: To invest in the equipment, development or purchase of software, training, etc. needed to
continually modernize Department automated systems to make the Department more efficient and effective. This
includes efforts such as construction of the ldahoWorks System and its various components including the
Workforce Investment Information System; enhancement of the Department’ sInternet offerings; and creation of the
Unemployment Insurance Virtual Call Center. Included in thiscategory isfunding for Department staff aswell as
for private sector contractors to provide support on Department PC's, LAN'’s, and mainframe.

FACILITIES: To cover the cost of remodeling owned facilities or purchasing new facilities for Department of
Labor operations around the state. These facility enhancements are partially funded by Idaho’ s Permanent
Building Fund and are dedicated primarily to establishing or enhancing | dahoWorks Career Centers. Thesefacility
enhancement efforts have resulted in greater premises costs to the Department. The Department needsto use Ul
Reserve Fund interest earnings to augment federal grants because of increased premises costs and because some
costs such as those for construction are not allowable chargesto federal grants.

WORKFORCE INVESTMENT ACT: To supplement federal funding in the Department’s operation of the
Workforce Investment Act of 1998.

WORKFORCE DEVELOPMENT COUNCIL COSTS: To cover the Department of Labor’s share of any
operating costs of the Workforce Development Council.

Annually, the Department reports actual use of the Special Administration Fund to both the Workforce Devel opment
Council and to the Joint Finance and A ppropriations Committee of the ldaho Legisature. A copy of the most recent report
to the Legidature is attached. This request for authority to expend monies from the Special Administration Fund was
reviewed by the Workforce Development Council and is hereby approved.

Karen A. McGee
Chair, Workforce Development Council DATE
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IDAHO F

DEPARTMENT OF LABOR SERVICE
Pl

317 W. Main Street Dirk KEMPTHORNE, GOVERNOR
Boise, ID 83735 Roger B. Madsen, Director

MEMORANDUM

DATE: March 25, 2002
TO: Senator Dean L. Cameron, Co-Chair, JFAC
Representative Maxine T. Bell, Co-Chair, JFAC

Senator John C. Andreason, Chair, Commerce and Human Resources
Representative Robert E. Schaefer, Chair, Commerce and Human Resources

[cager 3. Md/ﬂ//m

SUBJECT: Special Administration Fund Annual Report

FROM: Roger B. Madsen, Director

Attached for your review is an annual report of income and expenditures from the Department’s Special
Administration Fund. The legislation creating this fund was passed by the Idaho Legislature in 1991 to help
the Department cope with a decade of federal funding reductions. Under present federal and state law, state
Unemployment Insurance taxes paid by Idaho employers flow into a trust fund in Washington D.C. The
Special Administration Fund legislation provides that 20 percent of those contributions will remain in
Idaho and be invested by the State Treasurer. The funds kept in the state by the 20 percent diversion are
used for the same purpose as the Washington D.C. Trust Fund, that is, to pay Unemployment Insurance
benefits. This state-held fund is commonly referred to as the “Reserve Fund” since it is held in reserve to
pay Unemployment Insurance benefits should the Washington D.C. Trust Fund be exhausted. However, the
interest earned on these diverted funds is deposited in the Special Administration Fund, and is used by the
Department for Unemployment Insurance and Employment Service (Job Service) program services. There
is a ceiling on the amount that can accumulate in the Reserve Fund. The 20 percent diversion will only
occur in years when the balance in the fund is less than one percent of state taxable wages under Idaho’s
Unemployment Insurance law.

Expenditures from the Special Administration Fund are approved in advance by Idaho’s Workforce
Development Council, and they are summarized on the attached annual report. If you have any questions,
or are in need of additional information, please do not hesitate to contact me (332-3570 ext. 3110) or
Dwight Johnson (332-3570 ext. 3209). Your continued support, by way of this Special Administration
Fund and your recent appropriation of Reed Act Funds, is critically needed and very much appreciated.

cc: Governor Dirk Kempthorne

Attachment 3 to
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Idaho Department of Labor
Special Administration Fund
Annual Report - 2001
March 27, 2002

Legislation establishing the Employment Security Reserve Fund and the Employment Security Special
Administration Fund calls for an annual report to be provided to the Legislature outlining expenditures
and disbursements from the Special Administration Fund during the preceding year. This legislation
restricts the use of these funds by the Director of the Idaho Department of Labor solely for costs
related to Unemployment Insurance and Employment Service (Job Service) programs administered
under Idaho’s Employment Security Law. The Legislature appropriated monies from the fund to allow
one-time deposits of $700,000 (1997) and $900,000 (1998) from the Special Administration Fund to
the Workforce Development Training Fund. These transfers offset a reduction in cash flow to the
Workforce Development Training Fund caused by the Unemployment Insurance tax rate reductions
approved by the Legislature.

The attached financial report, “Department of Labor - Employment Security Reserve Fund
Information,” provides a summary of the Special Administration Fund receipts and expenditures on an
annual basis since its inception in 1991. The following highlights are provided to assist you in
interpreting this financial information:

20% Diversion - The Idaho Employment Security Law requires the 20 percent Reserve Fund
diversion to trigger off once the Fund reaches one percent of total wages covered by the
Unemployment Insurance program, and trigger on again when the Fund falls below one percent.
Below is a history of the diversion trigger:

1991 ~ on 1994 ~ on 1997 ~ off 2000 ~ off
1992 ~ on 1995 ~ off 1998 ~ on 2001 ~on
1993 ~ on 1996 ~ off 1999 ~ off 2002 ~ off

The Reserve Fund diversion triggered off in 2002, and the Department predicts that it will stay off in
2003 and 2004. The law also requires the diversion to trigger off when the balance in the Reserve
Fund exceeds 49 percent of the balance in the Employment Security Fund. This trigger point has not
been reached to date.

Interest Earnings/Fund Balance - Interest earned on the Reserve Fund in 2001 totaled $4.97 million,
up $530,600 from the previous year’s earnings. Interest earnings increased because the trigger was on
and the Reserve Fund grew during the year, and because the State Treasurer has invested the majority
of the Fund in a long-term investment account that has enabled the Fund to maintain earnings
substantially above what current rates would provide. The Reserve Fund totaled $83.68 million at the
end of 2001, up $13.35 million from the previous year-end balance of $70.33 million.

Expenditures - Total 2001 expenditures from the Special Administration Fund, at $3.31 million, were
$1.66 million less than income and $3.50 million less than 2000 expenditures. The increased
expenditures in 2000 were primarily due to automation, facilities and staff costs associated with
implementing the IdahoWorks/Workforce Investment Act systems. This year’s expenditures were in
accordance with those authorized by the Workforce Development Council, as follows:



1. Federal Funding Reductions - Special Administration Fund resources were used to cover federal
funding reductions in the Employment Service and Unemployment Insurance programs. These
expenditures helped the Department maintain the current quality and level of services delivered
through our 24 local Job Service offices. A total of $2.452 million was used in 2001 to subsidize
Employment Service programs.

2. Automation - Investments were made in equipment, software, and training to continually
modernize the Department’s automated systems to make the Department more efficient and
effective. A total of $1.278 million from this source was invested in enhancing the Department’s
automated capabilities.

3. Workforce Investment Act Implementation — A total of $19,949 was used to supplement federal
funding in the Department’s transition to the Workforce Investment Act of 1998.

4. Facilities — Expenditures of $1,001,813 were transferred from the Special Administration Fund to
the Penalty and Interest Fund. These expenditures were for the construction of the new Mini-
Cassia local office and the remodel of the Lewiston local office. Facility expenditures of this kind
have traditionally been funded by the Penalty and Interest Fund with the approval of the State
Board of Examiners. Facilities expenditures charged to the Special Administration Fund totaled
$497,854 including rent for the Magic Valley local office, remodel of the central office computer
room, a remodeling project in the Blackfoot local office, and other small miscellaneous facilities
repairs.

5. Workforce Development Council Costs - Financial support was provided to pay for the
Department’s share of the operating costs for the Governor’s Workforce Development Council,
which coordinates Idaho’s workforce development system. A total of $63,011 was used to pay for
travel, meeting expenses, and related costs of the Council.

6. One Stop Career Centers - This expenditure supplemented federal funding to transform the 24
Job Service offices into One-Stop Career Centers. A total of $5,863 was used to pay for necessary
staffing, equipment, and supplies to assist in this transformation.

Special Administration Fund Expenditure Strategies for 2002

The Workforce Development Council approved the following five expenditure strategies for 2002:

1. Federal Funding Reductions - To cover federal funding reductions in Employment Service,
Unemployment Insurance, and related programs. The primary goal of this strategy is to maintain
the current service delivery structure of 24 local offices. These reductions can include failure of
federal grants to increase sufficiently to cover general inflation. For example, the Department has
experienced several instances where the Idaho Legislature enacted pay increases to state employees
and the federal government did not fund them in its grants.

2. Automation - To invest in the equipment, development or purchase of software, and training
needed to continually modemize Department automated systems in order to make the Department
more efficient and effective. This includes efforts such as construction of the IdahoWorks system
and its various components including the Workforce Investment Act information system;



enhancement of the Department’s Internet offerings, and creation of the Unemployment Insurance
Virtual Call Center. Included in this category is funding for Department staff as well as private
sector contractors to provide technical support and maintenance for Department personal
computers, local area networks, and the mainframe.

3. Facilities - To cover the cost of remodeling owned facilities or purchasing new facilities for
Department of Labor operations around the state. These facility enhancements are partially
funded by Idaho’s Permanent Building Fund and are dedicated primarily to establishing or
enhancing IdahoWorks One Stop Career Centers. These facility enhancement efforts have resulted
in greater premises costs to the Department. The Department needs to use Ul Reserve Fund
interest earnings to augment federal grants because of increased premises costs and because some
costs such as those for construction are not allowable charges to federal grants.

4. Workforce Investment Act - To supplement federal funding in the Department’s transition to the
Workforce Investment Act of 1998, and to supplement federal funding for the Department’s
operation under WIA.

5. Workforce Development Council Costs - To cover the Department of Labor’s share of any
operating costs of the Workforce Development Council.

The support of the Idaho Legislature in authorizing this Fund is very much appreciated, as these
resources have allowed the Department to upgrade its services to Idaho’s citizens.

[eager B Ve

March 27, 2002

Roger B. Madsen, Director Date Submitted
Idaho Department of Labor
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